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fee provided for in this section has been
collected, the amount of such fee shall
be refunded.

[27 F.R. 10931, Nov. 9, 1962]

§ 19.79 Closed loans.

Except as hereinafter provided when
a bank loan is closed, associations may
collect a closed loan fee in an amount
which, when added to the association
application fee already collected, will
equal but not exceed 1 percent of the
amount of the bank loan closed.

§ 19.80 Additional and refunding loans.

Where, upon the basis of an applica-
tion in which there is offered as security
property which is mortgaged in whole

§ 19.80

or in part to a bank, an additional loan
is closed and the association currently
endorses only the additional loan, the
association may collect a closed loan fee
which, when added to the association ap-
plication fee already collected, will not
exceed 1 percent of the amount of the
additional loan. If the outstanding
land bank loan or loans and the addi-
tional loan are written as one loan, and
the association currently endorses for
the full amount, the association may col-
lect a closed loan fee which, when added
to the association application fee al-
ready collected, will not exceed 1 per-
cent of the full amount of the loan
closed.

[27 F.R. 10931, Nov. 9, 1962}
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Subpart A—General Provisions
§ 40.101 Management.

Each Federal intermediate credit bank
operates under a board of directors
which consists of the seven members of
the district Farm Credit board (12 U.S.C.
640b) who are also, ex officio, directors
of the Federal land bank and the bank
for cooperatives of thé district (12 U.S.C.
1022).

[27 F.R. 12803, Dec. 28, 1962}

§ 40.102 Supervision.

The Governor of the Farm Credit Ad-
ministration, . under the direction and
control of the Federal Farm Credit
Board, has the responsibility for super-
vision of the Federal intermediate credit
banks and production credit associations.
(12 U.S.C. 636d.) By order of the Gov-
ernor, the exercise of this authority has
been delegated to the Deputy Governor
and Director of Short-Term Credit
Service. Unless otherwise indicated, all
matters pertaining to these banks and
associations requiring attention or ac-
tion by the Farm Credit Administration
are to be referred to the office of the
Director of Short-Term Credit Service.
[27 F.R. 12803, Dec. 28, 1962]

§40.111 Capital stock; participation
certificates.

(a) Each Federal intermediate credit
bank is authorized to issue two classes of
capital stock. Class A stock, preferred as
to assets in the event of liquidation, may
be issued only to the Governor of the
Farm Credit Administration on behalf
of the United States and represents the
investment of the United States in such
bank. Class B stock may be issued to and
held by production credit assoications
only.
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(b) Other financing institutions deal-
ing with a credit bank may not acquire
capital stock in the bank but will receive
participation certificates in payment of
patronage refunds due them out of net
earnings of the bank and in distribution
of allocations of legal reserve when not
paid in cash.

(¢) All capital stock and participation
certificates shall have a designated issue
date, which shall determine its order of
retirement. An additional series desig-
nation may be used if approved by the
board of directors.

[30 F.R. 16191, Dec. 29, 1965}

§ 40.111-1 Class A stock.

Class A stock shall have a par value of
$100 per share, shail be issued to the
Governor of the Farm Credit Adminis-
tration in the form prescribed therefor
and shall be delivered to the Farm Credit
Administration.

[30 F.R. 16191, Dec. 29, 1965]

§ 40.111-2 Retirement of elass A stock.

At the end of each fiscal year each
bank shall determine the amount of
class A stock which shall be retired.
Whenever the total of the capital stock,
participation certificates, surplus and
reserves of the bank is more than one-
eighth of the highest month-end bal-
ance of debentures and other obligations
issued by the bank, outstanding during
the immediately preceding 5 years, the
minimum amount of class A stock to be
retired shall be the total aniount of class
B stock and participation certificates
issued for that year. The term “preced-
ing 5 years” shall include the fiscal year
just ended. Class A stock may be re-
tired in fractional shares, in multiples of
$5.00. Upon retirement of a portion of
the class A stock represented by any such
certificate, the amount of such retire-
ment shall be endorsed upon the certifi-
cate by the Farm Credit Administration.
[30 F.R. 16191, Dec. 29, 1965]

§ 40.111-3 Class B stock.

(8) Class B stock shali have a par
value of $5.00 per share. Class B stock
certificates shali be issued in a form
prescribed by the board of directors of
the bank, subject to the approval of the
Farm Credit Administration. No frac-
tional shares shall be issued.

(b) In the discretion of the bank, class
B stock certificates need not be furnished
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unless a request therefor is made by the
production credit association concerned.
In the event a certificate is not issued, an
“Advice of Class B Stock Issued,” in form
approved by the Farm Credit Adminis-
tration, should be furnished to the asso-
ciation.

[30 F.R. 16191, Dec. 29, 1965]

§ 40.111-4 Purchase of class B stock by

production credit association.

(a) When the earnings of the bank
are inadequate to meet its capital needs,
and when feasible to do so with due re-
gard for the circumstances of the associ-
ations, the board of directors of the bank
may, by resolution, authorize the bank,
with the prior approval of FCA, to require
production credit associations of the dis-
trict to subscribe for such additional
capital as may be needed by the bank
during the next several years. The
aniount determined shall be allotted, to
the nearest full share, among the asso-
ciations so that the total of all stock
owned, including the additional amount
to be subscribed for, will be as nearly as
practicable in the same proportion to the
total amount of class B stock already
owned and to be subscribed for by all
associations of the district as each asso-
ciation’s average indebtedness to the
bank during the immediately preceding
3 fiscal years is of the average indebted-
ness of all associations to the bank dur-
ing such period. The “average indebted-
ness” may be computed on the basis of
either average daily balance, or average
of beginning and ending monthly bal-
ances of such indebtedness for the 3-year
period. Such subscriptions shall be sub-
ject to call and paynient therefor shall
be made at such times and in such
amounts, all as may be determined by the
bank.

(b) When making such allotments the
bank may transfer, retire or reissue out-
standing class B stock among the asso-
ciations as may be necessary to establish
the proportion indicated in the preced-
ing paragraph. Stock that is retired or
transferred for this purpose shall be the
oldest stock held by the association. The
bank shall pay the association for all
stock so retired or transferred and shall
collect therefor from any association to
which such stock is transferred or re-
issued, at the fair book value thereof not
to exceed par.

[30 F.R. 16191, Dec. 29, 1965]
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‘§ 40.111-5 Egqualization of class B stock
owned by production credit associa-
tions.

Whenever the relative amounts of class
‘B stock of a bank owned by the produc-
tion credit associations of the district
differ substantially from the proportion
provided for in § 40.111-4 and additional
subscriptions of class B stock through
which such proportion could be reestab-
lished are not contemplated, the board
of directors of the bank may direct that
such proportion be reestablished, sub-
ject to the prior approval of the Farm
Credit Administration. In carrying out
its purpose the bank may direct, either
separately or in combination, such trans-
fers, retirements, and reissuance of out-
standing class B stock among the asso-
ciations as will reestablish the aforesaid
proportion as nearly as may be practica-
bie. Stock that is retired or transferred
for this purpose shali be the oldest stock
held by the association. The bank shall
pay the association for all stock so re-
tired or transferred and shall collect
therefor from any association to which
such stock is transferred or reissued, at
the fair book value thereof not to exceed
par.

[30 F.R. 16192, Dec. 29, 1965]

§ 40.111-6 Participation certificates.

Participation certificates issued to
other financing institutions shall be in
multiples of $5.00 and shall be in form
prescribed by the board of directors of
the bank, subject to the approval of the
Farm Credit Administration. Ordinar-
ily, participation certificates will be is-
sued and delivered to the owners thereof;
however, upon request of the owner an
“Advice in Lieu of Participation Certifi-
cate,” in form approved by the Farm
Credit Administration, may be furnished.
[30 F.R. 16192, Dec. 29, 1965]

§ 40.112-1 Retirements of class B stock,
participation certificates and allo-
cated legal reserve; general.

After all class A stock has been retired,
and under policies established by the
Farm Credit Administration, the bank
may retire class B stock and participa-
tion certificates at par or face amount
without preference and in such order
that the oidest shares of stock and par-
ticipation certificates outstanding at any
time shall be retired first (12 U.S.C. 1061
(a) (2)). The amount of class B stock
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owned by any active production credit
association shall not be less than the
original subscription made by the asso-
ciation pursuant to the Farm Credit Act
of 1956, unless a different amount is ap-
proved by the Farm Credit Administra-
tion.

[30 F.R. 16192, Dec. 29, 1965]

§40.112-2 Same; institutions in liqui-
dation.

In case of liquidation or dissolution of
a production credit association or other
financing institution, the class B stock,
participation certificates, and allocated
legal reserve of the bank owned by such
association or other institution may be
retired if approved by the board of direc-
tors of the bank at the fair book value
thereof, not exceeding par, face, or
stated amount, as the case may be (12
U.S.C. 1061(a) (2)). A financing insti-
tution holding such participation certifi-
cates and legal reserve allocations will
be deemed to be in “liquidation or dis-
solution” if it is going out of business,
liquidating its assets for the distribution
of the proceeds to those entitled thereto,
and taking appropriate steps to termi-
nate its corporate existence in accord-
ance with applicable State laws. Merely
paying its indebtedness to the credit
bank and suspending the making of
loans will not qualify a corporation for
retirement of its participation certifi-
cates and legal reserve allocations.
[30 F.R. 16192, Dec. 29, 1965]

§ 40.112-3 Same;
fault.

In the event of default by the holder
of class B stock, participation certificates
or legal reserve allocations, the bank
may retire and cancel all or any part of
its hoidings in total or partiai liquidation
of the debt of the holder to the bank;
the legai reserve allocations, most re-
cent years first, should be retired ahead
of class B stock or participation certifi-
cates.

[30 F.R. 16192, Dec. 29, 1965]

§ 40.113-1 Transfers of class B stock,
participation certificates and legal
reserve allocations; class B stock—
general.

Class B stock of a credit bank may be
transferred to another production credit
association, with the approval of the is-
suing bank (12 U.S.C. 1061(a) (2)).

[30 F.R. 16192, Dec. 29, 1965]

institutions in de-
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§ 40.113-2 Same; disposition of class B
stock and legal reserve allocations in
merger or consolidation of associa-
tions,

In the event of the merger or consoli~
dation of two or more production credit
associations, class B stock and legal re-
serve allocations held by the associations
involved shall be disposed of in the man-
ner provided in the agreement of consoli-
dation or merger.

(80 F.R. 16192, Dec. 29, 1965]

§ 40.113-3 Same; participation certifi-
cates.

Participation certificates may be
transferred only on the books of the is-
suing bank, and with its approval.

[80 F.R. 16192, Dec. 29, 1965]

§ 40.113-4 Same; legal reserve alloca-
tions.

Legal reserve allocations may be
transferred only with the approval of the
bank.

30 F.R. 16192, Dec. 29, 1965]

§ 40.113-5 Same; preservation of statu-
tory lien.

All changes in ownership of class B
stock, participation certificates, and le-
gal reserve allocations shall be subject
to the statutory lien of the bank for any
indebtedness of the transferor to the
issuing bank (12 U.S.C. 1061(b), 1072
(a)).

[30 F.R. 16192, Dec. 29, 1965]

§ 40.114 Surrender of certificates; issu-
ance of new certificates.

Upon retirement of any class B stock
or participating interest evidenced by an
outstanding certificate, the certificate
involved shall be surrendered to the bank
for cancellation. In case of partial re-
tirement a new certificate shall be issued
for the balance not retired, which shall
bear the saine issue date and series des-
ignation, if any, as the canceled certifi-
cate. In the event of a transfer of class
B stock resulting from mergers or con-
solidations, or transfer of participation
certificates from one holder to another,
any new class B stock or participation
certificates issued shall bear the same
issue dates and series designations, if
any, as the original certificates for which
new certificates are substituted. In the
event of a transfer or reissuance of class
B stock to equalize the ownership of
class B stock of the bank, as provided in
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§§ 40.111-4 and 40.111-5, the issue date
of such stock shall be the date of
equalization.

[30 F.R. 16192, Dec. 29, 1965]

§ 40.115 Lost, destroyed, or stolen stock
or participation certificates.

Whenever a class B stock certificate
or a participation certificate which has
been issued by the bank is lost, stolen,
destroyed, or so mutilated as to impair
its value, the bank may issue in lieu
thereof a new certificate which shall
bear the same issue date and series
designation, if any, upon compliance
with the following requirements:

(a) The owner shall furnish an affi-
davit of loss, acceptable to the bank
setting forth: (1) The issue date or se-
ries, number of shares, and any other
information required to esvablish its
identity; (2) a detailed statement of the
circumstances surrounding the loss,
theft, destruction, mutilation or deface-
ment of the certificate; and (3) a state-
ment that the affidavit was made for
the purpose of obtaining a new certifi-
cate. Since class B stock and participa-
tion certificates may not be transferred
except with the approval of the bank,
a bond of indemnity ordinarily will not
be required.

(b) If a class B stock certificate or
participation certificate which was re-
ported lost, stolen or destroyed is recov-
ered by the owner, he should notify the
bank immediately; and if a new certifi-
cate was issued, the owner shall
promptly return the old certificate to
the bank.

[27 F.R. 12804, Dec. 28, 1962]

§ 40.147 Lost, stolen, destroyed, or de-
faced collateral trust debentures.

(a) Authorization for relief. When-
ever a debenture issued by an individual
Federal intermediate credit bank, or a
consolidated debenture, is lost, stolen,
destroyed or so mutilated or defaced as
to impair its value to the owner, the
Farm Credit Administration may au-
thorize the issuance of a new debenture
in lieu thereof upon the owner's com-
pliance with the following requirements:

(b) Application. In the event of the
loss, theft, destruction, mutilation, or
defacement of a debenture, issued by a
Federal intermediate credit bank, or a
consolidated debenture, the owner or his
authorized representative, to protect his
interest, should immediately file an ap-
plication with the Farm Credit Admin-
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istration for the issuance of another
debenture in lieu thereof. Such appli-
cation must be filed within a reasonable
time after the loss, theft, destruction,
mutilation, or defacement is discovered.

(¢) Affidavit of loss. The owner of
the debenture which has been lost,
stolen, mutilated, or destroyed, or his
authorized representative, shall furnish
to the Farm Credit Administration his
affidavit, duly acknowledged before s
notary public or other officer authorized
by law to administer oaths, setting
forth:

(1) That he is the lawful owner (or
authorized representative of the owner)
of such debenture, and that he is legally
entitled to its possession;

(2) A complete identification of such
debenture, including serial number, dato
of issue, face amount, date of maturity,
and interest rate;

(3) A detailed statement of the cir-
cumstances surrounding the loss, theft,
destruction, mutilation, or defacement
of such debenture;

(4) A statement that the affidavit is
made for the purpose of obtaining a new
debenture, and an undertaking that,
should the original debenture come into
possession or control of the deponent, he
will immediately surrender it to the
Farm Credit Administration.

(@) Bond of indemnity. (1) 'The
owner of the lost, stolen, or destroyed
debenture or his authorized represent-
ative, shall also furnish to the Farm
Credit Administration a bond of in-
demnity in a penal amount equal to the
sum of the principal and interest to ma-
turity of the said debenture, plus 10 per-
cent, with corporate surety satisfactory
to the Farm Credit Administration, with
conditions to indemnify and save harm-
less the Farm Credit Administration and
any and ali Federal intermediate credit
banks and officers, employees, and rep-
resentatives thereof, of and from all
liabllity, loss, claims, or demands, arising
in any manner by reason or on account
of the debenture for which the issuance
of another is requested.

(2) The owner of a mutilated or de-
faced debenture, or his authorized rep-
resentative, shall, before another deben-
ture is issued in lieu thereof, surrender
such debenture or as much thereof as
remains, to the Farm Credit Administra-
tion, and shall, if required of him, also
furnish a bond of indemnity in a penal
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sum satisfactory to the Farm Credit Ad-
ministration, with corporate surety and
conditions as above stated.

(3) A bond of indemnity which is
otherwise satisfactory will be accepted
if the corporation which is surety thereon
holds a certificate from the Secretary of
the Treasury as being acceptable on
surety bonds. A list of such corporations
(Section of Surety Bonds Form 356) may
be obtained from the United States
Treasury.

(e) Additional evidence of loss. The
owner of a lost, stolen, mutilated, or
destroyed debenture, or his suthorized
representative, shall also furnish such
other and further evidence relating to
the loss, theft, destruction, mutilation,
or defacement of the debenture for which
a new debenture is requested as may be
required by the Farm Credit Adminis-
tration in any specific case.

(£) Recovery of debenture reported
lost, stolen, or destroyed. If a debenture
reported lost, stolen, or destroyed is re-.
covered by the owner, or his authorized
representative, prior to the issuance of
a new debenture in lleu thereof, the
Farm Credit Administration should be
notified immediately, whereupon the ap-
plication for the issuance of the new de-
benture will be canceled, and any bond
and affidavits relative thereto will be
returned to the owner, or his authorized
representative. If the original deben-
ture is recovered by the owner, or his
authorized representative, after a new
debenture in iieu thereof has been issued,
the said original shall be returned to the
Farm Credit Administration for can-
cellation.

(g) Immaterial mutilation or deface-
ment. Where a mutilation or deface-
ment of a debenture is so slight that the
debenture may be identified fully, and
the missing fragments could not by any
possibility form the basis of a claim
against the Farm Credit Administration
or any Federal intermediate credit bank,
the Farm Credit Administration, upon
application therefor, and the surrender
of the defaced or mutilated debenture,
may authorize the issuance of & new
debenture in lieu thereof without re-
quiring an affidavit or indemnity bond,
or such debenture may be accepted and
paid, at maturity, as if no mutilation
or defacement had occurred.

[27 F.R. 12804, Dec. 28, 1962]
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§ 40.148 Restrictive endorsements of

bearer securities.

When consolidated debentures issued
by the 12 Federal intermediate credit
banks are being presented to Federal
Reserve Banks or Branches, or to the
Treasurer of the United States, by or
through banks (including Federal in-
termedlate credit banks) for redemp-
tion, such debentures may be restric-
tively endorsed. The restrictive en-
dorsement shall be placed thereon in
substantially the same manner and with
the same effects as prescribed in United
States Treasury Department regula-
tions, now or hereafter in force, govern-
ing like transactions in United States
bonds; and consolidated debentures is-
sued by the 12 Federal intermediate
credit banks so endorsed shall be pre-
pared for shipment and shipped in the
manner prescribed in such regulations
for United States bonds. (See 31 CFR
328.1-328.6.)

{27 F.R. 12304, Dec. 28, 1962]

§ 40.151 Annual applicatiou of earnings.

Pursuant to section 206 of the Farm
Loan Act, as amended (12 U.S.C. 1072),
the net earnings of each bank at the end
of each fiscal year of the bank, after the
payment of operating expenses (includ-
ing provision for reasonable valuation
reserves and losses in excess of reserves),
shall be apphed as follows:

(a) To restore the amount of impair-
ment, if any, of capital stock and par-
ticipation certificates, as determined by
the board of directors;

(b) To restore the ainount of impair-
ment, if any, of the surplus account, as
determined by the board of directors;

(c) After restoring impairments, if
any, of capital stock, participation cer-
tificates, and surplus, as provided herein,
25 percent of the remaining net earnings
shall be used to create and maintain a
reserve account (designated “Legal Re-
serve” account). The amount added to
such account shall be allocated to the
users of the bank in accordance with
§ 40.153-2;

(d) If class A stock has been outstand-
ing during any part of the fiscal year, to
pay to the United States a franchise tax
equal to 25 percent of the remaining net
earnings; provided, that the amount of
such tax shall not exceed a rate of re-
turn on such Government capital calcu~
lated at a rate equal to the computed
average annual rate of interest on all
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public issues of public debt obligations
of the United States issued during the
fiscal year of the U.S. Treasury ending
next before such tax is due, as certified
to the Farm Credit Administration by
the Secretary of the Treasury;

(e) When a bank has no class A stock
outstanding, it may pay noncumulative
dividends on Class B stock and partici-
pation certificates in an amount not to
exceed 5 percent in any year, when
authorized by its board of directors;

(f) After the foregoing requirements
have been met (including the payment
of dividends when applicable) the net
earnings remaining shall be distributed
as patronage refunds to production
credit associations and other financing
institutions, as provided in § 40.154.

[30 F.R. 16192, Dec. 29, 1965]

§ 40.152 Absorption of net losses.

In the event a net loss is sustained in
any year, it shall be absorbed in the fol-
lowing manner, and in the order stated:

(a) By charges to the reserve
account;

(b) By charges to the surplus account,
other than that transferred fromn the
production credit corporation;

(¢) By charges to the surplus trans-
ferred from the production credit
corporation;

(d) The impairment of class B stock
and participation certificates; and

(e) The impairment of class A stock.
[30 F.R. 16193, Dec. 29, 1965]

§ 40.153—-1 Surplus-reserved.

The surplus established by the bank on
January 1, 1957, as provided in section
103 of the Farm Credit Act of 1956, shall
be maintained as a part of the perman-
ent capital of the bank. Should the
surplus becomne impaired through losses,
it shall be restored out of future earn-
ings as provided in § 40.151.

[30 F.R. 16193, Dec. 29, 1965]

§ 40.153—-2 Legal reserve account.

The legal reserve account of the bank
shall be allocated on a patronage basis
to production credit associations and
other financing institutions. Alloca-
tions on a patronage basis ineans that
such allocations shall be recorded on the
books of the bank for the credit of such
users (or their successors in interest) in
the proportion that the amount of inter-
est earned by the bank on loans to and
discounts for each user bears to the total
Interest on loans to and discounts for
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all such users outstanding during the
fiscal year. The users shall be given ap-
propriate notice of such allocations in a
form approved by the Farm Credit
Administration. Allocations may be
transferred only on the books of the
bank and with its approval. Alloca-
tions shall be subject to a first lien as
additional collateral for any indebted-
ness of the holder thereof to the bank,
and in any case where such indebtedness
is in default may be applied thereon.
[30 F.R. 16193, Dec. 29, 1965]

§ 40.153-21 Same; distribution.

Whenever the amount in the legal re-
serve account exceeds 25 percent of the
capital stock and participation certif-
icates outstanding at the end of any
fiscal year, such excess may be distrib-
uted, in full or in part, if the board of
directors of the bank so determines,
oldest allocations first, in class B stock
and participation certificates issued as
of the date of the allocations and, when-
ever the bank has no class A stock out-
standing, also in money.

[30 F.R. 16193, Dec. 29, 1965]

§ 40.153-22 Same; absorption of losses.

When net losses are charged to the
legal reserve account, as provided in
§ 40.152, such losses shall reduce the
amounts allocated to production credit
associations and other financing institu-
tions, most recent allocations first. All
allocations for each year shall be fully
absorbed before any losses are charged
against allocations for an earlier year.
Charges that are less than the full
amount of all allocations issued for a
specified year shall be on a pro rata basis.
[30 F.R. 16193, Dec. 29, 1965]

§ 40.153-23 Same; disposition in the
event of merger or consolidation of
a production credit association or
other financing institution.

In the event of merger or consolidation
of two or more production credit asso-
ciations, the reserve account allocations
of the respective associations shall be
disposed of in the manner provided in
the agreement of merger or consolida-
tion. In the event of a merger or con-
solidation of another financing institu-
tion, the reserve account allocations of
such institution shall be transferred to
its successorsin interest.

[30 F.R. 16193, Dec. 29, 1965]
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§ 40.153-24 Same; disposition on liqui-
dation of credit bank.

In the event of a liquidation or dissolu-
tion of a credit bank, the remaining re-
serve account allocations shall be paid
to the owners of record or their succes-
sors in interest.

[30 F.R. 16193, Dec. 29, 1965]

§ 40.154 Patronage refunds; general.

Patronage refunds may be paid to pro-
duction credit associations and other fi-
nancing institutions only. The amount
payable to each such institution shall
be in the proportion that the amount of
interest earned by the bank on loans to
and discounts for that institution bears
to the total interest on loans to and dis-
counts for all production credit asso-
ciations and other financing institutions
outstanding during the fiscal year, and
shall be paid as provided in §§ 40.154-1
and 40.154-2.

[30 F.R. 16193, Dec. 29, 1965]

§ 40.154—1 Same; if there is class A
stock outstanding at the end of the
fiscal year.

Payments of patronage refunds shall
be made in class B stock to production
credit associations and in participation
certificates to other financing institu-
tions borrowing from or rediscounting
with the bank during the fiscal year.
{30 F.R. 16193, Dec. 29, 1965]

§ 40.154-2 Same; if there is no class A
stock outstanding at the end of the
fiscal year.

Payments of patronage refunds may
be made in cash, or in class B stock to
production credit associations and in
participation certificates to other financ-
ing institutions as provided in § 40.154-1,
as may be authorized by the board of
directors.

[30 F.R. 16193, Dec. 29, 1965]

§ 40.172 Charging of fees or commis-
sions unauthorized.

No Federal intermediate credit bank
may charge or receive from any produc-
tion credit association or other financing
institution “any fee, commission, bonus,
gift, or other consideration” not specifi-
cally authorized by law (12 U.S.C. 1129).
[27 F.R. 12805, Dec. 28, 1962]

Subpart B—Loans and Discounts

§ 40.201 Lending powers.

In general, the lending powers of the
Federal intermediate credit banks are
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set forth in section 202(a) of the Federal
Farm Loan Act, as amended (12 U.S.C.
1031), as follows:

The Federal intermediate credit banks,
when chartered and established, shall have
power, subject solely to the restrictions, lim-
itations, and conditions contained in this
Act or as may be prescribed by the Farm
Credit Administration not inconsistent with
the provisions of this Act—

(1) to discount for, or purchase from, any
production credit association organized un-
der the Farm Credit Act of 1933, as amended,
with its endorsement, any note, draft, or
other such obligation presented by such as-
sociation; and to make loans and advances
to any such association secured by such col-
lateral as may be approved by the Governor
of the Farm Credit Administration or with-
out collateral to the extent authorized under
rules and reguiations prescribed by the Farm
Credit Administration;

(2) to discount for, or purchase from, any
national bank, State bank, trust company,
agricultural credit corporation, incorporated
livestock loan company, savings institution,
credit union, and any association of agricul-
tural producers engaged in the making of
ioans to farmers and ranchers, with its en-
dorsement, any note, draft, or other such
obligation the proceeds of which have been
advanced or used in the first instance for
any agricultural purpose, including the
breeding, raising, fattening, or marketing of
livestock; and to make loans and advances
to any such financing institution secured by
such collateral as may be approved by the
Governor of the Farm Credit Administra-
tion: Provided, That no such loan or advance
shall be made upon the security of collateral
other than notes or other such obligations
of farmers and ranchers eligible for discount
or purchase under the provisions of this
section, unless such loan or advance is made
to enable the financing institution to make
or carry loans for any agricultural purpose;
and

(3) to make loans to and discount paper
for any other Federal intermediate credit
bank, any Federal land bank, or any bank
for cooperatives organized under the Farm
Credit Act of 1933, as amended, all upon
terms and at rates of interest or discount
approved by the Farm Credit Administration.

{30 F.R. 16193, Dec. 29, 1965]

§ 40.201-1 Same; terms denoting dif-
ferent classes of borrowing and redis.
counting institutions.

Except as indicated otherwise, the
term “financing institutions” as used in
this Part shall be understood to include
both production credit associations and
all institutions of the types listed in par-
agraph (2) of section 202(a) of the Act,
quoted in § 40.201. The term “other i-
nancing institutions” includes only those

§ 40.203-1

listed in such paragraph (2). The term
“banks of the Farm Credit System” in-
cludes only those institutions listed in
paragraph (3).

[27 F.R. 12805, Dec. 28, 1962]

§ 40.201-2 Same; Federal credit unions.

Following is an excerpt from the Fed-
eral Credit Union Act of June 26, 1934, as
amended (12 US.C. 1757 :

POWERS

Sec. 7. A Federal credit union shall have
succession in its corporate name during its
existence and shall have power—* * *,

(9) to borrow, in accordance with such
rules and regulatlons as may be prescribed by
the Director, from any source, in an aggregate
amount not exceeding 50 per centum of its
pald-in and unimpaired capital and surplus:
Provided, That any Federal credit unlon may
discount with or sell to any Federal inter-
mediate credit bank any eligible obligations
up to the amount of its paid-in and unim-
paired capital;.

[30 F.R. 16193, Dec. 29, 1965]

§ 40.202 General rediscount agreement.

As a condition precedent to making
loans to or discounting paper for any
production credit association or other fi-
nancing institution the bank will require
the association or corporation desiring
such credit to execute a general redis-
count, loan, and pledge agreement in
form approved by the Farm Credit Ad-
ministration.

{27 F.R. 12805, Dec. 28, 1962}

§ 40.203 Qualifications of other financ-
ing institutions.

Except that banking institutions and
credit unions are not subject to the re-
quirement in § 40.203-1 relating to the
character of business in which engaged,
all other financing institutions must
meet the requirements in §§ 40.203-1—
40.203-5 in order to obtain credit from
a Federal intermediate credit bank.

[27 F.R. 12806, Dec. 28, 1962]

§ 40.203-1 Same; character of business.

It must be engaged in the business of
extending short- and intermediate-term
credit to farmers and ranchers for agri-
cultural purposes, including the breed-
ing, raising, fattening or marketing of
livestock. A concern engaged in the
business of manufacturing, merchandis-
ing, real estate brokerage, real estate
loans, ete., will not be classified as an in-
stitution eligible to obtain credit from
a credit bank merely because it has the
power to make loans to farmers and
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stockmen and to borrow money. On the
other hand, the fact that a corporation
has powers not related to agricultural
credit, or receives income from other
sources, will not of itself render it in-
eligible. Such institutions should be
carefully investigated and each case de-
cided on its merits.

[27 F.R. 12806, Dec. 28, 1962]

§ 40.203-2 Same;

capital structure.

It must be incorporated; have a capital
structure commensurate with the vol-
ume of business it expects to handle; and
have prospective Income sufficient to
cover operating costs and establish re-
serves for possible losses.

[27 F.R. 12806, Dec. 28, 1962]

§40.203-3 Same;
statutes.

It must comply with State laws appli-
cable to it. Vioiations of State laws will
be cause for revocaiion by the bank of
the borrowing and rediscounting rights
of any institution which does not
promptly rectify such conditions upon
notice from the bank. Special attention
should be given to the institution’s arti-
cles of incorporation and bylaws; capital
stock and other securities transactions;
and, In the case of foreign corporations,
evidence will be required that it has
complied with the laws of each State In
which it operates.

[27 F.R. 12806, Dec. 28, 1962]

§ 40.203—4 Same; affiliated with other
concerns,

(a) In the case of any financing insti-
tution which is affiliated with a bank,
-cooperative association, or other concern
(through stock ownership, management,
interlocking directorates, or otherwise)
tlie bank wlll consider the possible ef-
fects of such relationship upon the oper-
ations and credit policies of the appli-
cant institution. It is important that
the bank keep informed concerning the
management, financial condition, and
operations of such affiliated concern, in
order to assure itself that the practices
and policies of the affiliate wili not
jeopardize the .interests of the bank.

(b) A financing institution which is a
subsidiary of or affiliated with a farmers
cooperative association, and is otherwise
eligible to borrow from and to rediscount
with a Federal intermediate credit bank,
may qualify to rediscount, with its en-
dorsement, or borrow on the security of

incorporation and

compliance with

2
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notes of farmers and stockmen (as dis-
tinguished from notes of cooperative as-
sociations) evidencing loans to finance
the cost of supplies, equipment or serv-
ices obtained from such affiliated coop-
erative association, if the board of di-
rectors of the bank finds that (1) an
additional source of credit is needed to
facilitate financing of such transactions;
and (2) the primary benefits of such
credit will inure to the borrowing farm-
ers and stockmen.

[30 F.R. 12194, Dec. 29, 1965]

§ 40.203-5 Same; exaimninations, finan-
cial statements, reports, etc.

As a2 condition precedent to making
loans to or discounting paper for any
financing institution the bank will re-
quire such institution to agree to furnish
the bank, the Farm Credit Administra-
tion, or any Farm Credit examiner, at
any time upon call, full and current
information regarding its financial con-
dition and operations, including a de-
tailed financial statement in such form
as may be prescribed by the bkank or
by the Farm Credit Administration; and
its agreement to submit, at its own ex-
pense, to periodic examinations by ex-
aminers of the bank, by national bank
examiners, or by Farm Credit exam-
iners; provided, however, that any bank,
trust company, or savings institution
operating under the supervision of State
or national authorities, in lieu of such
agreement may submit its authorization
to such supervising authority, in writ-
ing, to furnish the bank or the Farm
Credit Administration upon request, any
report of condition, report of examina-
tion, or other confidential information
in the possession of such supervising au-
thority. In connection with the initial
application for credit submitted by an
agricultural credit corporation, livestock
loan company, or similar institution, the
bank should make 2a careful and
thorough examination; provided, how-
ever, that in the case of a newly or-
ganized institution having only liquid
assets (such as cash and bonds) and no
liabilities of consequence, the bank may
walive such initial examination.

[27 F.R. 12806, Dec. 28, 1962]

§ 40.211 Limitations upon amount of
credit; ratio of total liabilities to un-
impaired capital and surplus.

Within the limitations of the Act, it

is the responsibility of the bank to
determine the amount of credit that
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may be granted safely to any institution.
Sound credit policy requires that careful
consideration be given to the character
and ability of the management of each
institution; to its actual unimpaired
capital and surplus; to the manner in
-which such capital is invested; to the
nature and extent of its other liabilities;
as well as to the quality of the paper
offered and to the amount of general
collateral pledged with the bank. Since
these factors are subject to change from
time to time, it is important that they
be reviewed by the bank at frequent
intervals.

[27 F.R. 12806, Dec. 28, 1962]

§ 40.212 Maximum ratios permitted.

The limitations set out in §§ 40.212-
1—40.212-4 are maximum ratios and
may not be exceeded in any event.

[27 F.R. 12806, Dec. 28, 1962]

§ 40.212-1 Same; production credit as-
sociations,

No credit may be granted to any pro-
duction credit association if the amount
involved, added to its other liabilities,
will exceed 10 times its paid-in and un-
impaired capital and surplus.

[27 F.R. 12806, Dec. 28, 1962]

§ 40.212-2 Same; other financing in-

stitutions.

No credit may be granted to any other
financing institution of the classes listed
in paragraph 2 of section 202(a) of the
Act, quoted in §40.201 (other than
banks and credit unions) if the amount
involved, added to its other liabilities,
exceeds the liabilities which the institu-
tion may incur under the laws governing
its operations or, in any event, exceeds
10 times its paid-in and unimpaired
capital and surplus.

{27 F.R. 12806, Dec. 28, 1962]

§ 40.212-3 Same; banking institations.

No credit may be granted to any
banking institution if the amount in-
volved, added to its other Habilities
(other than bona fide deposit liabilities),
exceeds the amount of such liability
permitted under the laws of the juris-
diction creating such bank, or exceeds
twice its paid-in and unimpaired capital
and surplus.

A corporation engaged in a banking
business and operating under the bank-
ing laws of a State, but having the
powers of an agricultural credit corpo-
ration, livestock loan company, or simi-
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lar financing institution, must be limited
to the amount of credit which may be
granted to a banking institution as pro-
vided in this section.

[27 F.R. 12806, Dec. 28, 1962}

§ 40.212—-4 Same; credit unions.

No credit may be granted to a credit
union if the amount thereof, added to
its other liabilities, exceeds the amount
of such liability permitted under the
laws of the jurisdiction creating such
credit union, or exceeds the amount of
its paid-in and unimpaired capital.

[27 F.R. 12806, Dec. 28, 1962]

§ 40.213 Computation of debt-to-capital

ratios.

In computing the debt-to-capital ratio
of an institution, the bank will include
all lighilities (other than bona fide de-
posit liabilities in the case of banks)
whether owing to the credit bank or to
others. The unimpaired capital and
surplus will include the following:

(a) That portion of the institution’s
authorized and subscribed capital which
has actually been paid in and (except
in the case of production credit associa-
tions) for which stock certificates are
outstanding in the names of bona fide
stockholders; and

(b) Its paid-in surplus (if any) and
surplus created out of net earnings or
savings specifically set aside to augment
its effective capital; less

(¢) Any losses (whether fully realized
or determined to be in prospecet) which
are not provided for or offset by reserves
and undivided profits or otherwise.

[27 F.R. 12808, Dec. 28, 1962}

§ 40.221 Credit standards.

Paper offered to a credit bank by a
financing institution, for discount or as
collateral security for a loan, should be
of such character as to,assure liquidation
of the obligation within a reasonable
time, consistent with sound lending and
agricultural practices. The integrity and
financial condition of the notemaker, the
collateral security offered, the productive
capacity of the notemaker’s farming and
livestock operation, the adequacy and
bracticability of the plan of repayment,
and other credit factors, when considered
together, should afford reasonable as-
surance that under ordinary circum-
stances the income of the notemaker will
be sufficient to repay the loan and dis-
charge his other obligations,

[27 F.R. 12806, Dec. 28, 1962]
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§ 40.222 Loan purposes.

(a) Loans discounted for or purchased
from a production credit association shall
have been made to qualified farmers or
ranchers for general agricultural pur-
poses, and other requirements of the bor-
rowers including the needs of their fam-
ilies. (See § 50.101 of this chapter.)

(b) The proceeds of loans discounted
for or purchased from other financing
institutions shall have been advanced to
farmers or ranchers and have been used
in the first instance for an agricultural
purpose, including the breeding, raising,
fattening, or marketing of livestock (12
U.S.C. 1031(2)).

(¢) In determining whether the pur-
pose of a loan offered for discount is
“agricultural”’ the bank will apply the
term on a practical and constructive
basis rather than in a purely technical
sense. Eligibility should be judged in line
with the usually accepted requirements
of farm and ranch operations, including
the support and maintenance of the farm
or ranch family.

[30 F.R. 16194, Dec. 29, 1965]

§ 40.223 Maturities.

(a) Notes evidencing direct loans to fi-
nancing institutions, and notes or other
obligations discounted or accepted as
collateral for loans by an intermediate
credit bank usually will be drawn with
maturities coinciding with the normal
marketing seasons for the crops or live-
stock from which liquidation is expected,
ordinarily not more than 12 months. In-
termediate-term loans for capital pur-
poses, made in accordance with policies
and procedures prescribed by the bank
with maturities not to exceed 7 years,
may be discounted or accepted as collat~
eral for loans.

(b) Investment securities and other
obligations of the classes described in
§§ 40.231 and 40.232, even though having
more than 7 years to run to maturity,
may be accepted as collateral security
for direct loans to production credit asso-
ciations and other financing institutions.
{27 F.R. 12807, Dec. 23, 1962]

§ 40.224 Interest rates.

To be eligible for discount or as col-
jateral for a loan to a financing instl-
tution, the rate of interest or discount
charged the maker of a note offered to
the bank shall not exceed the rate per-
mitted by regulations of the Farm Credit
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Administration.
2, 40.262-4.)
[27 P.R. 12807, Dec. 28, 1962)

§ 40.225 TFees and other charges.

No paper shall be eligible for discount,
or as collateral for a loan by the credit
bank, if the offering financing institu-
tion imposes any fee or other charge,
aside from interest, at a rate higher than
that approved by the bank. If, in the
case of other financing institutions, the
total amount of interest and other
charges to the notemaker exceeds an
amount calculated at the maximum in-
terest rate allowed by the laws of the
State where the note was executed, care-
ful consideration should be given to the
facts and to the exact nature of such
charges in the light of usury and other
applicable laws.

[27 F.R. 12807, Dec. 28, 1962]

(See §§ 40.262—40.262-

§ 40.226 Notes of farming corporations.

Notes of a corporation may be dis-
counted for, purchased from, or accepted
as a basis for a loan to, any eligible fi-
nancing institution if they meet the re-
quirements of §§ 40.226-1 or 40.226-2
applicable to the financing institution
concerned.

{30 F.R. 16194, Dec. 29, 1965]

8 40.226.—1- Same; production credit as-
sociations.

To be eligible for discount for a pro-
duction credit association, notes of a
corporation must meet the requirements
of §§ 50.102 and 50.103 of this chapter.

[30 F.R. 16194, Dec. 29, 1965]

§40.226—2 Same; other financing insti-
tutions.

Notes of a corporation may be dis-
counted for a financing institution other
than a production credit association if
the borrowing corporation is engaged in
actual farming operations or livestock
production and meets the following re-
quirements:

(a) Either (1) at least 75 percent in
value and number of shares of its capi-
tal stock must be owned by the individ-
uals personally actually conducting the
farming or livestock operations of the
corporation; or (2) the major portion of
the assets of the corporation must consist
of property actually devoted to farming
or livestock production and at least half
of its gross income must be derived from
such operations; and
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(b) Either the holder or holders of at
least a majority of its outstanding shares
of voting stock or, with the consent of
the Federal intermediate credit bank, a
principal stockholder or stockholders
must (1) endorse, or sign as comakers,
all notes evidencing such loans; or (2)
execute continuing guaranties of all in-
debtedness of such corporation to the
payee lending institfution. Requirement
(2) may be met by fwo or more stock-
holders each executing a guaranty for
a specified percentage of the indebted-
ness, with the aggregate of such guaran-
ties affording personal liability for 100
percent of the indebtedness. If such
personal liability of stockholders of the
borrowing corporation cannot be ob-
tained by reason of ownership of its
capital stock by another corporation, the
stockholder liability requirement may be
met by like endorsement or guaranty on
the part of an individual stockholder or
stockholders of such parent or affiliated
corporation.

{30 F.R. 16194, Dec. 29, 1965)

§ 40.227 Notes given to merchants not
eligible.

Notes given by farmers and stockmen
to dealers, merchants or others for the
purchase of livestock, machinery, farm
supplies, fertilizer, services, etc., ordi-
narily are not eligible for discount by or
as collateral for loans from a credit bank.
Where the proceeds of such notes are
used primarily for the benefit of a mer-
chant or dealer, rather than a farmer
(e.g., to finance a merchant’s credit
sales) the purpose is commercial, or
mercantile, not agricultural.

[27 F.R. 12807, Dec. 29, 1962]

§40.231 Direct loans to production
credit associations.

The bank may make direct loans to
production credit associations on an un-
secured basis or secured by such col-
lateral as may be approved by the Gov-
ernor of the Farm Credit Administration.
The total of all direct loans (both secured
and unsecured) to any production credit
association shall not at any time exceed
the total of its capital and surplus ac-
counts less the totai of (a) the amount
of class B stock of the bank owned by
the association and (b) the legal re-
serve of the bank allocated to the asso-
ciation.

[30 F.R. 16194, Dec. 29, 1965]
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§ 40.231-1 Same; secured loans,

Whenever, in the discretion of the
bank, collateral for a direct loan is re-
quired, the following security is approved
for that purpose:

(a) Investments approved under
§§ 50.201 and 50.202 of this chapter;

(b) Loans eligible for discount that
may be used as security pursuant to the
trust procedure authorized for financ-
ing production credit associations in spe-
cial circumstances;

(¢) Loans ineligible for discount, but
which may be used as security pursuant
to the bills payable and partial discount
procedures authorized for financing pro-
duction credit associations in special cir-
cumstances; and

(d) Any ofher unencumbered assets,
excluding class B stock and allocations
of the legal reserve account of the bank.
[30 F.R. 16194, Dec. 29, 1965]

§ 40.231-2 Same; unsecured loans.

Any part of the maximum direct loan
that is not required to be secured pur-
suant to § 40.231-1 may, at the discre-
tion of the bank, be made on an un-
secured basis. The amount loaned on an
unsecured basis shall -be determined by
the bank for each association (within the
limitations for total secured and un-
secured loans) and shall be consistent
with sound financial and credit practices.
[30 P.R. 16194, Dec. 29, 1965]

§ 40.231-3 Same; form of direct loan
obligation.

Direct loans and advances to a pro-
duction credit association may be evi-
denced by a promissory note, or by a
loan agreement in form approved by the
Farm Credit Administration.

[30 F.R. 16194, Dec. 29, 1965]

§ 40.232 Direct loans or advances to
other financing institutions.

As provided in paragraph (2) of sec-
tion 202(a) of the Act, quoted in § 40.201,
8 Federai intermediate credit bank is
authorized to make loans and advances
to any financing institution (other than
a production credit association), secured
by such collateral as may be approved
by the Governor of the Farm Credit Ad-
ministration; provided, that no such
loan or advance shall be made upon the
security of collateral other than notes or
other such obligations of farmers and
ranchers eligible for discount or pur-
chase under the provisions of the Federal
Farm Loan Act, as amended, unless such
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loan or advance is made to enable the
financing institution to make or carry
loans to farmers and ranchers for agri-
cultural purposes. (See §40.222)) In
all cases the amount of collateral re-
quired shall be not less than the princi-
pal amount of the indebtedness thereby
secured.

[27 F.R. 12807, Dec. 28, 1962]

§ 40.232—-1 Same; classes of obligations
approved as collateral.

The following classes of obligations
are approved as collateral for direct
loans and advances to other financing
institutions:

(a) Obligations of farmers and stock-
men which are eligible for discount or
purchase under the provisions of exist-
ing laws and regulations;

(b) Bonds and other direct obligations
of the United States;

(¢) Consolidated Pederal farm loan
bonds and consolidated debentures of
the banks for cooperatives; and

(d) Soil and water conservation loans
and farm ownership loans made under
programs administered by the Farmers
Home Administration, when payment
thereof is guaranteed by the United
States.

[27 F.R. 12807, Dec. 28, 1962]

§ 40.232—-2 Same; purpose of direct
loans or advances.

In making loans or advances to any
other financing institution on the se-
curity of collateral other than that de-
scribed in § 40.232-1(a), the bank will
assure itself that the proceeds of such
loans or advances will be used to enable
the financing institution to make or car-
ry loans to farmers and ranchers for
agricultural purposes. In making exam-
inations of such institutions, the bank’s
examiners should include such reviews
or test checks as may be needed to satisfy
the bank that this provision is complied
with.

[30 F.R. 16194, Dec. 29, 1965]

§ 40.242 General collateral; other fi-

nancing institutions.

Other financing institutions (except
commercial banks) as a condition prece-
dent to borrowing from or rediscounting
with a credit bank shall pledge as general
collateral to any and all obligations to
the bank, cash, U.S. Government securi-
ties, consolidated Federal farm loan
bonds, consolidated debentures of the
banks for cooperatives, or other readily
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marketable securities of high rating in
an amount equal to a substantial portion
of its capital. In the discretion of the
bank, banking institutions also may be
required (unless prohibited by law or by
supervisory authority) to deposit ac-
ceptable general collateral.

[27 F.R. 12808, Dec. 28, 1962]

§ 40.251 Amounts of individual obliga-
tions requiring approval.

(a) An intermediate credit bank may
not, except with the approval of the
Farm Credit Administration, discount or
make loans upon the security of obliga-
tions of any borrower whose indebtedness
to the financing institution offering such
paper to the bank exceeds the limitations
prescribed herein.

(b) The term ‘“obligations” as used in
this section includes all paper upon
which one borrower is liable, whether as
maker, co-maker, endorser, or guarantor,
and includes the total commitment in the
case of new or repeat loans, and the un-
paid balance, undisbursed commitment,
and any proposed additional advance in
the case of all other loans.

[27 P.R. 12808, Dec. 28, 1962]

§ 40.251-1 Same; production credit as-
sociations.

Any loan which has been approved by
the Farm Credit Administration under
the provlsions of § 50.164, of this chapter
may be discounted if acceptable to the
bank.

[27 F.R. 12808, Dec. 28, 1962]

§ 40.251-2 Same; other financing in-
stitutions.

In addition to any limitations imposed
by laws governing a financing institu-
tion, any obligation of a borrower ac-
cepted for discount or as collateral for a
direct loan shall have the prior approval
of the Farm Credit Administration when
the total obligations of such borrower
to the offering institution exceed $50,000,
or 50 percent of the paid-in and unim-
paired capital and surplus of such insti-
tution, whichever is larger.

[29 F.R. 6517, May 20, 1964]

§ 40.261 Interest and discount rates;
Federal intermediate credit bank.
The interest and discount rates of each
Pederal intermediate credit bank shall be
established and -applied in accordance
with §§ 40.261-1, 40.261-3—40.261-5.
[27 F.R. 12808, Dec. 28, 1962]
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§ 40.261-1 Same; action by board of

directors.

Interest and discount rates shall be de-
termined by the board of directors of the
bank, subject to the approval of the
Farm Credit Administration.

[27 P.R. 12808, Dec. 28, 1962}

§ 40.261-3 Same; application of rates.

Uniless another procedure is approved
by the Farm Credit Administration, the
interest and discount rates of a credit
bank will be applied in the following
manner:

(a) Interest, or discount, is to be
charged on each original note (or upon
such amounts as may be advanced
thereon) at the rate in effect at the time
the funds are advanced by the bank.

(b) On any renewal note the bank
will charge its established rate in effect
at the time such renewal is taken into
its accounts.

(¢) Notes or agreements which extend
the maturity dates of notes under dis-
count, for a period not to exceed 90 days
from the date the original obligation
matured, may be carried at the same
rate as that charged on the note which
has matured or, in the discretion of the
bank, at its loan and discount rate pre-
vailing at the time the extension is
accepted.

[27 P.R. 12808, Dec. 28, 1962}

§ 40.261-4 Same; discount (discount-
ing interest, or collecting in ad-
vance).

The Federal intermediate credit banks
will not collect interest in advance (de-

duct discount), except when the paper-

offered bears interest after maturity
only.
[27 F.R. 12808, Dec. 28, 1962}

§ 40.261-5 Same; interest on delinquent
notes under discount.

Should a note purchased or discounted
by the bank be not paid promptly at
maturity the bank may, in its discretion,
coilect the full rate of interest specified
in the note for such time as the endors-
ing institution permits such note to re-
main past due with the bank.,

{27 F.R. 12808, Dec. 28, 1962]

§ 40.262 Interest rates charged note-
makers by financing institulions.
The rates of interest or discount
charged farmers and stockmen on notes
or other obligations that may be dis-
counted for, or accepted as collateral for
loans to financing institutions shall not

51-005—66——4
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§ 40.273-1

exceed by more than 4 percent per
annum the interest and discount rate of
the Federal intermediate credit bank in
effect at the time the loan is made to the
notemaker; provided, however, that in
the event the interest and discount rate
of the bank is less than 2 percent per
annum, the rate of interest or discount
charged may be equai to but not in ex-
cess of 6 percent per annum.

[27 F.R. 12808, Dec. 28, 1962)

§ 40.262-1 Same; loan made hefore re-
duction in interest rate.

A note offered to the bank after a re-
duction in its interest and discount rate,
but representing a loan made by the
financing institution prior to such
change, may be accepted by the bank
without adjustment of interest by the
primary lender; provided, the interest
rate borne by the note does not exceed
the rate permitted by §40.262 at the
time the loan was made.

[27 F.R. 12808, Dec. 28, 1962]

§ 40.262-2 Same; higher
maturity.

A note bearing interest at one rate to
maturity and a higher rate after matu-
rity may be accepted by the bank even
though such post-maturity rate may ex-
ceed the rate permitted by §40.262:
Provided, The bank assures itself that
this privilege is not abused.

[27 F.R. 12808, Dec. 28, 1962}

§ 40.262—4 Same; only on sums actually
advanced and for time sums out-
standing.

Interest may be charged by a financing
institution on paper discounted or held
by the bank oniy on the sums actually
advanced, for the time such sums are
outstanding. The charging of interest
or discount on the face amount of an
obligation for the entire term of the loan
when the full proceeds have not been ad-
vanced, renders the paper ineligible for
discount. Likewise, failure, on the part
of the financing institution to allow
proper interest credit for repayments
prior to maturity may be cause for sus-
pension of the borrowing and rediscount-
ing rights of such institution.

127 F.R. 12808, Dec. 28, 1962}

§ 40.273~1 Credit to other financing in-
stitutions in special circumstances;
partial discount procedure.

(a) When a financing institution other
than a production credit associastion is in
need of funds in excess of amounts that

rate after
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can be made available through normal
processes and if, for credit reasons, a
bank is unwilling to discount or purchase
a loan offered by such institution for its
face amount, it may discount or pur-
chase less than the full amount of the
loan. In such transactions the financing
institution shall be required to apply all
repayments on the borrower’s obligations
first to pay the bank the amount dis-
counted or purchased by it.

(b) In lieu of aiscounting or purchas-
ing notes which are not acceptable at
face value, a credit bank may accept such
paper, at a reduced value, as collateral
security to a direct loan to the borrowing
institution under § 40.232.

[27 F.R. 12808, Dec. 28, 1962]

§ 40.282 Suspension of right to borrow
and rediscount.

Shouid the capital and surplus of a
financing institution dealing with a
credit bank be reduced, or become im-
paired through losses (actual and pro-
spective), to such extent that the ratio
of its total liabilities to its unimpaired
capital and surplus becomes unsatis-
factory, or should the condition or the
operations of a financing institution be-
come otherwise unsatisfactory to the
bank, its right to borrow and rediscount
may be withdrawn or suspended by the
bank until the unsatisfactory condition
is corrected. In the event it is deter-
mined that the debt-to-capital ratio ex-
ceeds the legal limits prescribed in
§ 40.212, the right of such institution to
borrow and rediscount shall be with-
drawn or suspended forthwith, and shall
remain so until necessary correction has
been effectod.

[27 F.R. 12808, Dec. 28, 1962]

§ 40.282-1 Same;

suspension.

During any period of suspension as
herein provided, no new paper will be
purchased from or discounted for the
institution, and no further advances will
be made to it pending correction, except
to the extent necessary to cover commit-
ments on paper held by the bank or to
preserve the security and protect the
interests of the bank in obligations held
by it. Before making additional ad-
vances to any financing institution whose
right to borrow or rediscount has been
suspended because the ratio of its total
liabilities to unimpaired capital and sur-
plus equals or exceeds the maximum per-
mitted under § 40.212, it will be neces-

operations during
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sary for the bank to satisfy itself that
the corporation will not violate any ap-
plicable law by assuming liability for
such additional advances.
[27 F.R. 12809, Dec. 28, 1962]

§ 40.283-2 Insolvency; other financing

institutions.

In the event a financing institution
other than a production credit associa-
tion becomes insolvent or is in process of
liquidation, particularly if it fails to
service its paper properly and where su-
pervision or orderly liquidation will be
facilitated by direct handling of the
obligations of the notemakers, a credit
bank may, with the consent of the Farm
Credit Administration, take over such
paper for orderly liquidation. Notes or
other obligations pledged with the bank
by a financing institution, either as col-
lateral for a direct loan or as additional
security for any and all indebtedness of
the institution to the bank, also may be
taken over and handled directly with the
makers after title has been acquired in
accordance with the provisions of ap-
plicable laws and the terms of the
pledged agreements executed by the in-
stitution concerned. The bank’s au-
thority to handle such paper directly
includes the authority to make addi-
tional advances, to grant renewals and
extensions, and to take such other ac-
tions as may be needed to work out the
problems involved. Direct liquidation of
paper carried for a financing institution
should be resorted to only in cases where
other measures have failed and it is ap-
parent that direct liquidation is the only
practicable means available to the bank
for protection of its interests.

[27 F.R. 12808, Dec. 28, 1962]
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